Abstract Among several macroeconomic missteps blamed for the recent global financial crisis including the social problems of income distribution and the lack of proper financial remedies, two of them have received particular attention: the global BOP(Balance of Payment) imbalance and the misguided monetary policy. Such BOP imbalance was blamed for massive foreign exchange investment flows from Asia into the U.S., triggering the financial and real estate bubble in America. The latter refers to the excessively loose monetary policy of the U.S. Federal Reserve, which pushed financial institutions and households into reckless investment behavior in search of higher returns. Given the abuse of certain innovative financial techniques and new investment instruments that have been created in recent decades, both collateralized debt obligations (CDOs) and credit default swaps (CDS) enjoyed a symbiotic and toxic relationship prior to the financial crisis This paper is organized as follows: The first section analyzes the real causes of the recent financial crisis. The second details the role of CDOs and CDS. Then, to identify key determinants of the CDS spreads in an emerging capital market, the sample data of major Korean firms' CDS spreads are used to estimate the risk premium by utilizing the multiple regression analysis. The empirical test result indicates that Korean 3-year treasury bond rate(TYIELD), market to book value ratio(MV/BV), and assets size(INASSETS) are shown to demonstrate statistically significant influences on the changes of the CDS premium for sample firms.
Introduction
Credit default swaps (CDS) While the above factors certainly played a role in the global financial crisis, they were not the primary causes of the crisis. The root cause of the current international financial crisis was the abuse of certain innovative financial techniques and new investment instruments that 
Literature Survey
Blanco et al. [6] performed their study to model the dynamics of the two measures of credit risk, such as CDS prices and credit spreads. With the sample data of 33 reference entities in the U.S. and Europe, empirical tests were conducted to identify the dynamics of the credit risks by using several categories of the independent variables. They found that macro-variables including interest rates, term structure, equity market returns, and equity market implied volatilities have a larger immediate impact on credit spreads than on CDS prices, while firm-specific variables such as equity returns and implied volatilities have a greater effect on CDS prices than on spreads, both in terms of absolute magnitude and level of significance. They described that lagged adjustments of the credit spreads to the CDS prices may be necessary for price discovery, since both CDS prices and credit spreads are equally sensitive to these variables in the long run.
Abid et al. [7] The study performed by Greatrex [10] utilized regression analyses to explore the ability of structural variables to explain the variation in CDS spread changes.
The study employed the five-year maturity contract prices to calculate the changes of the spread, taking into account its accessibility with most commonly traded maturities.
Especially, two legs of CDS spread changes were used to control for autocorrelation in the study. Greatrex [13] . [14] To find key determinants of the CDS premium for the Korean sample firms, two separate tests with and without dummy variables for industry effect are carried out using a multiple regression analysis.
The following regression model is estimated by the OLS procedures: CHANGEit = b0 + b1INASSETS it+b2PFTit + b3STDit + b4LEVERAGEit+ b5MVBVit eit is the error term assumed to be normally distributed, homoscedastic, and independent.
Definition of the variables employed in the regression
As a proxy for the CDS premium for the Korean sample firms, the percentage change of the CDS premium [ Second, any size effect as a possible determinant of CDS premium was not tested in the previous studies. In Result B, the coefficient for INASSETS shows a negative and statistically significant influence, which indicates that the larger size of a firm is related to a lower dependent variable (DV), which is expected in the finance theory.
In other words, the advantage of diversification to reduce a firm's total risk exposure may be more applicable to larger firm in sales or assets as described in Kim & Berger [23] . As the sample firms utilized in this study are among the biggest in size as measured by assets, sales or market capitalization in the Korean economy, a higher degree of diversification may reduce their total risk perception, which, in turn, may result in lower CDS premium.
Third, Barclay et al. [24] found that the degree of a firm's "growth options" relative to its "assets in place" could be measured by its market-to-book value ratios. In this study, MV/BV as the proxy for growth opportunities for a company shows its statistical significance at the 5% [25] .
They argued that improving prospects of both growth and profitability would decrease the probability that the company may reach the default threshold. Therefore, the result on the MV/BV variable seems to imply that a firm with higher growth opportunities can reduce the default risk, as measured by the changes of its CDS premium in this study. al. [27] found that credit ratings were the most statistically significant attribute to explain the CDS spreads. Credit rating was also found to be statistically significant in the Greatrex's study [28] .
Concluding remarks
Despite these limitations, this paper makes a positive contribution to the scant literature on the key determinants of the CDS spreads in emerging capital markets. By taking into account the results obtained in this study, a comparison between the two capital markets may be beneficial for both scholars and industry practitioners, especially in the current environment of rapid integration of the global financial markets.
